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KEY ECONOMIC INDICATORS - PAKISTAN 
All values in millions US$ Official Exchange Rate 
unless otherwise indicated Rs.9.90 = $1.00 
Change over % Change over 


ITEMS 1977-78 previous year 1978-79 previous year 
INCOME/ PRODUCTION 


GNP at Constant 1/ 4,778R + 10.0 5,081P + 6.3 
(1959-60) Prices 
GNP at Current Prices 1/ 17,039R + 19.5 19,350P 
Index of Agricultural 
Production (1969-70=100)2/ 113.0R + Bet 120.0P 
Index of Manufacturing 128.8 +10.7 133.6E 
(Overall) (1969-70=100) 1/ 
Per Capita GNP i/ 225 + 16.1 248 
(Current Prices) 
MONEY & PRICES 
(6/29/78) (6/21/79) 
Monetary Assets 3/ 6,954 8,207 
Interest Rate (%) 3/ 10 10 
(Central Bank) 
Consumer Price Index 2/ 260.7 282.5 
(1969-70=100) 
Wholesale Price Index 271.4R 289.7 + 6.7 
(1969-70=100) 2/ 


(6/29/78) (6/28/79) 
Gold & Foreign Exchange 983.0 847.7 -13.8 
Reserves 3/ 


(Free Foreign Exchange) 3/ 672.8 371.4 -44.8 


Balance of Payments 3/ 538.9 (Surplus) 135.3 (Deficit) 

Exports (FOB) 2/ 1332.2 1697.9 +29.5 

Imports (CIF) 2/ 2798.9 + 3675.2 +31.3 

Exports to the US 2/ 66.6 + i726 +76.6 
(FOB) 


Imports from the US 2/ 278.7 584.9 +109.9 
(CIF) 


R - Revised E - Estimate P = Provisional 


NOTE: All years are fiscal July 1 thru June 30 


SOURCES: i/ Pakistan Economic Survey, 1978-79. 

2/ Statistics Division, GOP, monthly bulletins, other published and 
unpublished data. 

3/ State Bank of Pakistan monthly bulletins,Weekly Statements and 
unpublished data. Gold & Foreign Exchange Reserves on Sept 6,1979 
dropped down 34.6 percent to $695.2 million from the previous year 
comparable figure of $1063.1 million. Of this amount Free Foreign 


Exchange was $141.7 million compared to $711.6 million for the 
previous year. 
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SUMMARY. Pakistan's economy, while showing some signs of strength at 
home, is under considerable strain and faces an uncertain future, 
especially in its external finances. Growing import and other payments 
are outstripping receipts and Pakistan's foreign exchange reserves are 
being rapidly depleted (apart from gold holdings which appear sub- 
stantial thanks to the runup in gold prices}. Pakistan is actively 
lining up additional short term financing and remains an acceptable 
commercial credit risk, even though it consistently seeks relief from 
its official debts. It just had welcome relief in the form of receipt 
of $100 million in the first installment of a social welfare loan from ota diate 
Domestic bouyancy is particularly noticeable in the agricultural sector, 
following a record 9.9 million ton wheat crop, a good rice harvest, and 
early indications of a cotton crop in excess of three million bales. 
Industrial production increased somewhat during PFY78/79 mainly in 
cotton yarn and vegetable ghee. Fertilizer production also increased 

a little. Cotton cloth production, however, declined and the manu- 
facturing sector as a whole is still plagued by underinvestment and low 
productivity. GDP growth is estimated to have exceeded six percent for 
PFY78/79 and GNP grew a little more. Neither is likely to repeat that 
performance this year, although growth should at least keep pace with 
the three percent increase in population. Inflation could exceed 15 
percent, perhaps substantially, primarily as a result of the money 
creation associated with a large budget deficit and to a lesser extent 
the effects of the recent oil price increase. The budget deficit, which 
could approach Rs.6 billion depending on the amount of external 
financing, including debt rescheduling that can be arranged, would have 
been even higher were it not for a record package of new and increased 
taxes designed to raise Rs.5.1 billion in additional revenues. Investors 
remain unwilling to do more than plan for investments because of un- 
certainty over the economy, especially with national elections 
scheduled for November*and some doubt as to whether the political 
leaders will have the economic sophistication or will to permit the 
capable senior civil service to deal effectively with the external 
economic difficulties that will immediately confront it. Pakistan's 
balance of payments position has deteriorated further from its poor 
performance of last year. Imports during PFY78/79 were more than 

double a record $1.7 billion in export earnings and the outlook for the 
current year is again for record imports and exports and a $2 billion 
trade deficit. The tight foreign exchange position will continue to 
limit export possibilities to Pakistan and ability to offer financing 
will be more important than ever, however, there are still opportun- 
ities here for American businessmen and investors, especially for 
exporting equipment for projects financed by international financial 
institutions and short term suppliers! credits. 


*Since this was written, the elections have been cancelled. 





CURRENT SITUATION AND TRENDS 


Pakistan's economy is under considerable strain and faces an uncertain 
future. There is still some domestic bouyancy following the recent record 
wheat crop and good prospects for cotton textiles. GDP growth will con- 
tinue in the current fiscal year but is unlikely to match last year's six 
percent growth. There is also considerable inflation along with a severe 
problem of financing the large balance of payments deficit. Imports are 
outstripping even the record amount of exports and this drain, along with 
other payments, is rapidly depleting foreign exchange reserves. Foreign 
exchange (excluding gold) and SDRs have fallen extremely abruptly in the 
last several months and covered less than two weeks' imports before the 
$100 million Saudi social welfare (Zakat) loan temporarily restored them 
to about three weeks’ import coverage. Total reserves, however, still 
cover over two months’ imports because of the rapid increase in 

the market price for gold at which Pakistan values its gold holdings. 
Pakistan takes pride in having always met its commercial obligations 
promptly and is presently diligently trying to line up the financing to 
get it through the year. Pakistan separates its commercial obligations, 
which it has always promptly met, from the rescheduling it seeks of its 
official bilateral debt. It maintains that its external financial 
position is sufficiently grave to meet donor conditions for rescheduling, 
and that the post-Bhutto economic reforms warrant favorable consideration 
of its debt relief request. Donors still seem skeptical, although some 
are including Pakistan in global retroactive terms adjustments. National 
Assembly elections, now scheduled for November 17,*introduce another un- 
certainty into Pakistan's future. The optimistic economic platforms of 
most of the political parties do not reflect current realities and it 
remains to be seen whether an elected government will be able to deal 
effectively with Pakistan's internal and external economic difficulties. 


GDP growth for PFY78/79 (July 1 - June 30) is estimated to have reached 
six percent. The service sector led the way with an eight percent 
increase and the commodity producing sectors, agriculture and manu- 
facturing grew at five percent each. During the current year there are 
early indications that the agricultural sector will continue to grow, 
especially if good weather continues. GNP growth (which includes income 
from abroad) exceeded the increase in GDP in the last fiscal year but 
was lower than in PFY77/78, when growth reached 10 percent, because the 
large workers' remittances are currently increasing at a much lower rate. 


Inflation, fueled by the monetary creation associated with a large 
budget deficit and added to by the recent oil price increase, is rising 
and could go as high as 15 percent during PFY79/80, with non-subsidized 
items increasing even faster. Were it not for a recent massive resource 
mobilization effort and some restrictions over expenditure, the deficit 
and rate of inflation would be even higher. Worker dissatisfaction with 
higher prices has expressed itself in a few short strikes which were the 
first to occur under the current martial law regime. 
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After the initial rhetoric there now seems to be less emphasis on 
Islamicizing the economy and, in any event, the process is moving slowly 
with some delay arising from sectarian disputes over the interpretation 
of Islamic laws. The government has recently issued directives to con- 
vert the House Building Finance Corporation into an interest-free 
institution, a move which was promised in February, but little else has 
been done. While further moves on Islamization are still under consider- 
ation, some may be introduced in the near future, possibly including 
implementation of a draft ordinance on the Islamic welfare contributions 
of Zakat and Ushr. Interest-free banking is still being studied and no 
changes from current banking practices are in sight. 


AGRICULTURE 


During PFY78/79 the index of agricultural production is estimated to have 
risen about six percent over the previous year despite poor cotton and 
sugarcane production. The increase was largely the result of a record 
9.9 million ton wheat crop which put Pakistan within striking range of 
self-sufficiency in wheat. The crop was 300,000 tons above the target 
and came about because of an increased support price, good weather 
conditions and a priority government program to provide more adequate 
supplies of water, seed, fertilizer and credit to the agricultural 
sector. During the current year, major crop production seems to be off 
to a. good start, Early reports indicate that the rice crop could match 
last year's recérd 3.27 million tons of milled rice and allow an export- 
able surplus of about 1.2 million tons. The expected crop could have 
been even larger, but some farmers who could not sell their rice last 
year because of an over-taxed government procurement system seem to 
have opted out of rice planting this year. The important cotton crop, 
which is just now beginning to come in, seems to have improved signifi- 
cantly over last year's flood and pest-damaged 2.7 million bales. Sunny 
weather and low moisture, as well as government efforts to emphasize 
pest control, contribute to a general feeling that this year's crop may 
well reach the government's target of 3.65 million bales and perhaps 
even exceed it. Among other crops, sugarcane is not expected to improve 
much this year unless the government raises the procurement price for 
cane and also the ex-factory price for raw sugar. Minor crops, such as 
maize, barley and oil seeds, excluding cotton seed, will probably 
register minor gains if favorable conditions continue. 


INDUSTRY 


Production in Pakistan's troubled industrial sector improved somewhat 
during PFY78/79 with gains being registered in production of cotton 
yarn, vegetable ghee and fertilizer. Strong international markets for 
cotton yarn plus government rebates for exports helped cotton yarn 
production increase by nearly 12 percent. However, the cotton cloth 
industry continued to show declines in output as past underinvestment 
takes its toll and production inefficiencies continue. Rising 
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consumption of vegetable ghee, supported by heavy imports of raw edible 
oil, resulted in a 17 percent increase in production of cooking 0il.The 
Government of Pakistan has two fertilizer plants which have recently 
started operations, though they are not coming on stream as fast as 
anticipated. Fertilizer production is estimated to have increased about 
three percent during PFY78/79 with prospects for further increases 
during the current year as the new plants reach design production levels. 
Fertilizer producers are unhappy with government pricing policies re- 
garding fertilizer. Despite an expansion in refining capacity and some 
hopeful prospects, petroleum production has yet to improve significantly. 
Domestic production still supplies only about ten percent of Pakistan's 
consumption requirements. Cotton yarn, ghee, and fertilizer will most 
likely continue to grow during the current fiscal year, but in other 
areas the prospects are less certain. The fall in the output of cement 
and sugar and accelerated demand for these commodities in an inflationary 
environment caused acute shortages and public inconvenience, necessit- 
ating imports of cement. The possibility that sugar will have to be 
imported in the near future cannot be completély ruled out. There have 
been a few strikes over economic issues, the first under the current 
Martial Law Administration in spite of a Martial Law Order banning 
strikes. These may be the forerunners of more industrial unrest when a 
new civil government, scheduled to be elected in November,* replaces the 
Martial Law Administration and its ordinances. 


INVESTMENT CLIMATE 


The investment climate remains uncertain though there continues to be 
interest on the part of industrialists in preparing for plant expansion 
and new ventures when conditions become more settled. Since mid-1977, 
when the Martial Law Administration first took over, there has been a 
stream of uncertainties, over General Zia's intentions, over the fate of 
former Prime Minister Bhutto and most recently over the outcome of 
elections and Pakistan's external financing situation. The implications 
of this two-year-plus period of uncertainty is that large scale private 
investment will probably not materialize in Pakistan until there is a 
prolonged period of perceived stability or unless the government of the 
day decides to embark on a program of incentives to the private sector 
much beyond its efforts to date, even though there are opportunities for 
investments with a quick return. Certain moves, such as incentives for 
cotton exports and often stated policies of opening up the public sector 
to private sector participation, are having a salutory effect on 
investors’ intentions but further incentives and policy changes will have 
to wait for the outcome of elections.* 


MONEY AND BANKING 


Inflation during the current year is expected to be at least 15 percent 
despite subsidization of important consumer products, mainly because of 
monetary creation associated with large budget deficits and, to some 

extent, the recent oil price increase. The Federal budget for PFY79/80, 


* Since this was written, the elections have been cancelled. 
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projects central bank borrowing of up to Rs.6 billion depending on how 
much external financing, including debt rescheduling, can be arranged. 
This deficit is only slightly smaller than last year's record Rs.7 billion 
shortfall, in spite of a package of new and increased taxes designed to 
raise an additional Rs.5.1 billion in revenues and raise the tax to GNP 
ratio from 12 to 14 percent. The government remained determined to 
increase domestic resource mobilization substantially in the face of 
heavy criticism from all segments of Pakistani society which felt cruelly 
squeezed even without the new taxes. The projected increase in revenues 
was offset by increases in both ordinary and development expenditure. 
While some of the increases came in more or less non-discretionary items 
such as debt service, there were substantial increases in subsidies, 
particularly for cotton exports and fertilizer. Heavy spending also 
continues on large scale, capital intensive long gestation projects, 
especially the Karachi Steel Mill and Port Qasim, which are politically 
very popular and too far advanced to contemplate stopping. The govern- 
ment is generally trying, in a way it has not done in the past, to keep 

a lid on expenditures and many development projects are expected to be 
slowed down as a result of belt tightening. However, these efforts are 
offset by the effects of the oil price increase. 


FOREIGN TRADE AND BALANCE OF PAYMENTS 


Pakistan's balance of payments has further deteriorated from last year's 
poor position because of a growing trade deficit, increasing debt service 
payments, especially now that the 1974 debt rescheduling agreement has 
expired, and in spite of record export performance. Gold, SDRs and 
foreign exchange as of the end of August stood at about $700 million, 
most of which was gold which Pakistan values at the London price, and 
covers about nine weeks worth of imports. Holdings of foreign exchange 
were about $100 million and SDRs a further $50 million. While reserves 
fell further in early September, receipt on September 17 of the first of 
two $100 million Saudi loans brought foreign exchange holdings back to 
almost $200 million. Workers' remittances, which will probably be about 
$1.8 billion (including $100 million in kind) and without which the 
balance of payments situation would be hopeless, are growing much less 
rapidly than in the past. They no longer cover deficits inthe remainder 
of the balance of payments. During PFY78/79, Pakistan's export earnings 
were a record $1.7 billion because of strong world markets for rice, 
carpets, and leather goods. However, imports, at close to $3.7 billion, 
were more than double exports as a result of large purchases of wheat, 
edible oil, fertilizer, and consumer durables, as well as petroleum 
products. Private sector imports of man-made fibers were also higher 
than usual because of the poor cotton crop in 1978/79. 


PFY 1979/80 should again show record imports and exports. Imports, which 
were expected to increase only moderately because of reduced wheat 
imports following the record wheat crop in 1978/79, and a return to a 
more normal cotton crop this year, will probably be about $4 billion, 
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partly because of the recent oil price increase. Continued good prospects 
for cotton yarn and rice exports and moderate increases in other export 
commodities, could bring Pakistan's exports to $2 billion. 


Along with the trade deficit, Pakistan must finance about $700 million in 
long term debt service plus $285 million in short term credits used to 
finance last year's food and fertilizer purchases. With gross aid inflows 

to Pakistan leveling off and aid from the United States declining as a result 
of legislative requirements arising from Pakistan's nuclear program, Pakistan 
is trying to cover its financing gap by mortgaging export earnings in inter- 
national money markets and arranging suppliers’ credits. 


IMPLICATIONS FOR THE U.S. 


Pakistan's current balance of payments position limits U.S. export 
possibilities and the ability to offer suppliers’ credits or some other 

form of financing will probably be more important in making sales in Pakistan, 
especially of competitive items, during the near term. Pakistan's import 
regime remains fairly liberal but foreign exchange constraints will 
diminish opportunities for exports in general and will particularly hit 
exports of finished consumer goods. Raw material for private industry may 
still be in demand but amounts may decline because of higher unit costs 

and cash shortages during the next six months. The State Bank has recently 
adopted selective credit control measures and it has prescribed higher 
margins for opening Letters of Credit and in many cases requires 100 percent 
deposits (or no margin at all). These credit control measures may also 
result in lowering imports. Islamicization has so far not hindered invest- 
ment and opportunities exist for profitable joint ventures, especially in 
industries which are export-oriented and offer a quick return. 


U.S. firms are generally satisfied with their operations here, although 

some firms believe the regulated business atmosphere has led to inadequate 
profit margins. The best prospects for U.S. exporters to Pakistan are in 
the areas of edible oils, chemical and fertilizer plants and machinery, 
telecommunications equipment, port equipment, cement plants, railway 
equipment, textile finishing machinery for specialized dyeing and printing. 
There is also a growing market for food processing equipment (such as 

edible oil processing, wheat and rice milling equipment, fruit and vegetable 
packing and processing machinery, and equipment for frozen foods). There is 
also a promising market for hotel industry equipment, power generation 
transmission and control equipment, secondary steel sheets, steel scrap 

and gas transmission equipment. Engineering and consultative services 

will aslo be needed in connection with development projects. 


% U. S. GOVERNMENT PRINTING OFFICE: 1979—311-056/202 
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